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SUBJECT: RAPID MONEY SUPPLY GROWTH CONTINUES: FINANCE MINISTRY 
ESTIMATES 1977 GROWTH WILL EXCEED TARGET BY WIDE MARGIN 

SUMMARY: IN A PRESS CONFERENCE NOVEMBER 30 THE MINISTER 
OF FIANCE INDICATED THAT GOVERNMENT MESAURES TO HOLD DOWN 
THE GROWTH OF MONEY SUPPLY (Ml) HAD PROVED UNAVAILING, AND, 
THEREFORE, IT WAS ANTICIPATED THAT MONEY SUPPLY GROWTH FOR 
1977 WOULD BE NEAR 40 PERCENT. ACCORDING TO GOVERNMENT 
OFEICIALS, MONETARY GROWTH IS NOW PROJECTED AT 37-38 PERCENT. 
FURTHERMORE, BECAUSE NO SURCEASE IS FORESEEN IT IS ANTICI- 
PATED THAT RESTRICTIVE MEASURES WHICH HAD BEEN IMPOSED FOR 
THE LAST QUARTER OE 1977 WILL BE EXTENDED AND ADDITIONAL 
ACTIONS TAKEN TO ASSURE BALANCED GROWTH IN 1978. INDICA- 
TIONS ARE, HOWEVER, THAT PROBLEMS RELATING TO MONETARY 
GORWTH MAY STILL BE ACUTE IN 1978. END SUMMARY. 

1 . IN A NOVEMBER 30 PRESS CONEERENCE FINANCE MINISTER 
KIM, YONG-HWAN ADMITTED THAT GOVERNMENT EFFORTS TO HOLD 
THE MONEY SUPPLY (Ml) INCREASE IN 1977 TO WITHIN 28 
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PERCENT (ORIGINALLY 22-24 PERCENT) WOULD NOT SUCCEED 
AND THAT THE INCREASE LIKELY WOULD BE AROUND 40 PER- 
CENT. THE MINISTER CITED FUNDS FOR GRAIN PURCHASES 
AND RECEIPTS PROM FOREIGN CONSTRUCTION CONTRACTS AS 
BEING MAINLY RESPONSIBLE POR THE CONTINUED HIGH RATE 
OF MONEY INCREASE. HE POINTED OUT, HOWEVER, THAT 
WHEREAS AT THE END OF SEPTEMBER Ml WAS 56.7 PERCENT 
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HIGHER THAN AYEAR EARLIER, GOVERNMENT MEASURES HAD 
SUCCEEDED IN REDUCING THE MAGNITUDE OF THE INCREASE 
TO 40.4 PERCENT AT THE END OF NOVEMBER. HE ALSO 
SAID THAT TO RELIEVE THE SEVERE STRAIN ON CREDIT THE 
GOVERNMENT WOULD RELEASE 130 BILLION WON ($269 MIL- 
LION) IN CREDITS TO THE BUSINESS SECTOR FOR INVEST- 
MENT, RAW MATERIALS AND OPERATING FUNDS. HE WENT ON 
TO SAY THAT THE GOVERNMENT WAS CONSIDERING EXTENDING 
INTO 1978 THOSE MEASURES IT HAD IMPOSED FOR THE 
FOURTH QUARTER 1977. ACCORDING TO THE KOREA HERALD 
HE ALSO DENIED THAT THE GOVERNMENT IS CONSIDERING 
REVALUING THE WON (VS. THE DOLLAR) OR THAT ANY 
CONSIDERATION IS BEINGGIVEN TO AN INCREASE IN INTEREST 
RATES. (RUMORS ARE CURRENT WITHIN THE BUSINESS AND 
FINANCIAL COMMUNITY THAT KIM'S DAYS AS MINISTER OF 
FINANCE ARE NUMBERED.) 

2. ACCORDING TO HA, DONG-SUN, DIRECTOR, BUREAU OF 
FINANCE, MOF, THE CURRENT ESTIMATE IS THAT THE MI 
INCREASE IN 1977 WILL BE 37-38 PERCENT (A SIMILAR 
FIGURE WAS GIVEN TO EMBOFF BY AN ASSISTANT GOVERNOR 
OF THE BANK OF KOREA). HE ALSO ESTIMATED THE RISE IN 
DOMESTIC CREDIT IN 1977 WOULD BE 24 PERCENT (THE TARGET 
WAS 24 PERCENT). 

3. ACCORDING TO HA THE GOVERNMENT BELIEVES THE MONEY 
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GROWTH RATE WILL DECLINE IN DECEMBER. HE CITED TWO 
MEASURES BEING TAKEN TO ASSURE IT WOULD: 

A. AN OVERALL FISCAL SURPLUS (ON CASH TRANSACTIONS) 

OF 180 BILLION WON. THIS WOULD BE ACHIEVED BY DELAY- 
ING EXPENDITURES (OF OBLIGATED FUNDS) IN THE GENERAL 
ACCOUNT OF 200 BILLION WON UNTIL JANUARY, 1978 AND BY 
NOT IMPLEMENTING 60 BILLION WON OF AUTHORIZED EXPENDI- 
TURES. IN ADDITION, 120 BILLION WON OF OBLIGATIONS 
WILL NOT BE SPENT DURING FY-77 BUT WILL BECOME 
PIPELINE FUNDS. THIS SURPLUS IN THE GENERAL ACCOUNT 
WILL BE OFFSET PARTIALLY BY A DEFICIT OF 150 BILLION 
WON IN THE GRAIN MANAGMENT FUND. THE OTHER OFFSET 
WILL ARISE AS A RESULT OF LESS THAN BUDGETED TAX 
RECEIPTS. IT IS ANTICIPATED THAT INTERNAL REVENUE 
WILL BE LESS THAN BUDGETED DUE PRINCIPALLY TO A 
SHORTFALL IN INCOME TAX BUT THAT 
BOTH DEFENSE TAX (BY 35 BILLION WON) 

AND CUSTOM'S DUTIES WILL BE MORE THAN EXPECTED. (THE 
ADDITIONAL DEFENSE TAX WILL NOT ENTER THE MINISTRY OF 
NATIONAL DEFENSE BUDGET; THAT WOULD REQUIRE AN AMEND- 
MENT TO THE FY-77 BUDGET BILL.) THE NET RESULT WILL 
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BE A REDUCTION OE GOVERNMENT INDEBTEDNESS TO THE BANK 
OE KOREA BY 180 BILLION WON. 

B. THE AEOREMENTIONED RESTRICTION OE CREDIT TO 
BUSINESS OE 130 BILLION WON. 

2. HA POINTED OUT THAT THESE POLICIES AS WELL AS 
PREVIOUSLY TAKEN STEPS, E.G., STAGGERING RICE PURCHASES 
AND PAYMENTS, WILL MEAN THAT RATHER THAN THE SEASONALLY 
NORMAL DELINE IN MONEY SUPPLY EARLY IN 1978, THE EXCES- 
SIVE INCREASE COULD CONTINUE NEXT YEAR. TO AVERT THE 
POSSIBILITY THE GOVERNMENT WILL: 

A. ISSUE, EARLY IN 1978, 120 BILLION WON IN SAVINGS 
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BONDS AT PREEERENTIAL INTEREST RATES. SIX MONTHS AND 
ONE YEAR BONDS WILL BE ISSUED AT 17.5 PERCENT AND 18.5 
PERCENT INTEREST, RESPECTIVELY. CURRENT TIME DEPOSIT 
RATS RANGE BETWEEN 10 AND 15 PERCENT. 

B. COORDINATE ECONOMIC POLICIES AMONG THE ECONOMIC 
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MINISTRIES so AS TO ACHIEVE THE PROPER BLEND OF CURRENT 
ACCOUNT BALANCE AND FOREIGN CAPITAL INFLOWS. RECENTLY 
THE NATIONAL ASSEMBLY APPROVED $2.7 BILLION IN EOREIGN 
BORROWINGS. AS A RESULT OF A SERIES OF IMPORT LIBERALI- 
ZATION MEASURES RECENTLY ANNOUNCED, IT IS HOPED THAT 
THE CURRENT ACCOUNT WILL BE IN DEEICIT NEXT YEAR SO THAT 
NET EOREIGN ASSETS WILL NOT RISE AS RAPIDLY AS IN 1977 
(AS OE NOVEMBER 30 NET EOREIGN ASSETS STOOD AT $1.86 
BILLION, DOULBE THE LEVEL OF DECEMBER 1977). 

C. PLACE GREATER RELIANCE ON DOMESTIC RESOURCES THAN 
ON EOREIGN CAPITAL. ONE SPECIFC EXAMPLE IS COMMERCIAL 
BANKS PROVIDING LOANS OE UP TO 70 PERCENT OE A MANU- 
EACTURER'S RAW MATERIAL IMPORT NEEDS. THE BANKS MAY IN 
TURN REDISCOUNT THESE ASSETS UP TO 80 PERCENT WITH THE 
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BANK OE KOREA. THIS TYPE OF DISCOUNTING FACILITY WOULD 
REPLACE DEEERRED PAYMENT AND USANCE IMPORTS. 

D. DEPOSIT, WHEN EARMERS ARE PAID EOR THEIR RICE THE 
NATIONAL AGRICULTURAL COOPERATIVES EEDERATION, 30 PERCENT 
OE THE PAYMENTS IN SAVINGS ACCOUNTS. THE EARMERS MAY 
WITHDRAW EUNDS EROM THESE ACCOUNTS AT ANY TIME. 

3. ANOTHER EFEECT OE THE TIGHT MONEY AND CREDIT IN 
NOVEMBER, HA POINTED OUT, WAS TO CAUSE DEPOSITORS TO 
DRAW DOWN TIME AND SAVINGS DEPOSITS. THE 1977 

GOAL OE 1 .6 TRILLION WON HAD BEEN EXCEEDED BY THE END 
OE OCTOBER. 

4. DESPITE THE MONEY SUPPLY PROBLEM OTHER ECONOMIC 
TARGETS HAVE BEEN MET OR EXCEEDED. HA RELATED THAT THE 
GOVERNMENT BELIEVES THAT THE WHOLESALE PRICE INDEX AT 
THE END OE THE YEAR WILL BE AT THE TARGET LEVEL OE 

10 PERCENT. HE COULD NOT COMMENT ON THE CONSUMER 
PRICE INDEX. ALSO, THE GOVERNMENT NOW SEES EXPORTS 
AT 10.5 BILLION AND,HA, AT LEAST, ANTICIPATES THAT GNP 
GROWTH WILL BE "SLIGHTLY MORE" THAN THE PROJECTED 
10 PERCENT. 
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